Abstract: The present paper is concerned with the attractiveness of countries to direct foreign investments, that is, the host country characteristics that attract direct foreign investment (FDI). It focuses on two types of national characteristicsthose that attract inflows of all foreign investment (intermediate products), including FDI, that is, mobility factors; and those that influence the modality of these inflows, that is, reflect the preference for FDI rather than other forms of foreign investment or 'straight (unbundled) imports of intermediate products by indigenous firms (modality factors)'. The paper reports preliminary findings from a study of plausible determinants of FDI inflows into a sample of 25 countries.
A multi-stage screening procedure was adopted by the authors to identify the variables which best explain differences between countries as hosts to FDI. This procedure explains the structure of the present paper. First, the relevant literature was scanned to identify the specific variables that had earlier been hypothesised and tested. Second, a conceptual (theoretical) framework (for detailed description see Jackson & Markowski 1993) , that distinguished between the mobility and modality aspects of FDI flows was used to draw a preliminary list of FDI 'attractors'. The final list of independent variables was then drawn for the subsequent statistical analysis by combining the preliminary short list of candidate measures with actual variables used by FDI investors. Third, factor and discriminant analyses were used to (a) determine if a list of forty plausible determinants of FDI flows could be reduced to a smaller number of underlying factors; and (b) test which of the short listed variables contributed most to the separation of sample countries into groups differentiated with respect to levels or shares of FDI received. Various groupings of plausible national attractors of FDI were identified by means of discriminant analysis. A brief discussion of these factors concludes this paper.
The sample of 25 host countries is shown in table 1. Its selection was determined by the availability and completeness of data. However, the sample contains a reasonable cross-section of developed and developing countries that are FDI hosts. It excludes non-developed economies, the former and present Communist countries (in which FDI inflows have been strictly Governmentcontrolled) and countries openly discouraging inflows of FDI.
. Attractors of FDI Inflows-Survey of Literature
Testing for the determinants of FDI has a long and rich history, and many variables with varied specifications have been suggested as determinants. Appendix A shows various specifications of FDI used in the literature. The least ambiguous measures of FDI appear to be based on physical activities of affiliates of foreign firms in a host economy, for example, the volume of output produced by affiliates or the number of foreign affiliates located in the host country. However, the availability of such data is very restricted and most common measures of FDI are monetary. These tend to be derived from the balance of payments statistics as a special category of (long term) capital transaction entailing an element of ownership and control of foreign production. Problems arise, though, with regard to the interpretation of such data (see section 3).
The empirical literature concerned with the national characteristics of countries of interest to direct international investors can be divided into statistical, in particular econometric, analyses of FDI flows and stocks; case studies of specific investment projects at the firm level; and business opinion surveys of locational criteria used by actual investors. Of these, the two areas of literature relevant to this study are statistical studies and business opinion surveys. These are briefly discussed in the following sub-sections. 1 FDI(1989 FDI( -1991 2. The 1989-1991 share of FDI in Investment, as defined in the International Financial Statistics (IMF; per cent). FDI(1989 FDI( -1991 INV (1989) (1990) (1991) Source: IMF (1992a IMF ( , 1992b , various tables.
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Evidence from Statistical Studies
In the empirical literature, the locational determinants of FDI are usually identified using regression analysis to estimate an investment demand function. Within regression analysis, a common approach has been to test various hypotheses about the determinants using time series data, most often collected at the national level but occasionally at the firm level. Three hypotheses in particular have been selected for repeated testing and appear to represent a core understanding of FDI. These are that FDI responds positively to the size of the host market, and to economic growth of the host, and the tariff discrimination hypothesis. The first is included on the assumption that FDI occurs only after the host market is sufficiently large to allow economies of scale to be captured by source country firms. The growth hypothesis is included to allow for the accelerator relationship between demand and investment-growing demand requires a growing capital stock in order to maintain a constant capital-output ratio and FDI enlarges the host's capital stock. The tariff discrimination hypothesis has been stated as 'to avoid obstacles to trade (ie, tariffs, quotas, transportation costs, environmental reluctance to import, etc.), foreign investment is undertaken in the country to which it is difficult to export because of the obstacle' (Scaperlanda & Mauer 1969, p. 561) . The same three hypotheses have been tested many times with time series data using alternative specifications of the variables (Scaperlanda & Mauer 1969; Schmitz & Bieri 1972; Lunn 1980; Scaperlanda & Balough 1983) . The various specifications of independent variables used in the literature for testing these and other hypotheses are given in appendix B. Overall, the time series studies reviewed indicate that market size is a necessary inclusion in the investment demand functions, regardless of how it or FDI is defined. Support for the inclusion of market growth is less straightforward. The evidence is weaker and contradictory and yet there appears to be reluctance to discard the hypothesis. The difficulty is presumed to be in the specification of the model rather than in the model itself. There is also mixed evidence for the tariff discrimination hypothesis. Again, this is presumed to be the consequence of the difficulty of specification. 2 Cross-sectional data allow an expanded set of locational determinants to be tested (Veugelers 1991; Schollhammer & Nigh 1984) . As well as testing the three basic hypotheses and for labour costs, a number of variables concerned with the proximity and relatedness of markets and with non-market conditions (such as language, distance between countries, political conditions, the availability of infrastructure) can be introduced. These studies indicate that broader social and economic variables cannot be ignored.
In the same way, studies conducted at the level of the firm (Lipsey & Kravis 1982; Davidson 1980) are valuable in allowing much closer scrutiny of the patterns and sequencing of FDI flows, and their results confirm the need to consider more than economic variables when investigating FDI. Language, proximity, cultural similarity are again suggested by their work as explanators for FDI flows. 3 2. To be comprehensive, a variable representing tariffs is included in our list of explanatory variables although it could be argued that tariffs are no longer a major issue in international trade. In a more general sense the term 'tariff' stands for visible barriers to trade. It is invisible barriers, however, that have become the more significant barriers to trade. 3. The influence of source country characteristics on flows of FDI have also been studied (Culem 1988; Veugelers 1991; Tallman 1988) . The authors reach differing conclusions regarding the value to their models of inclusion of the investing country's characteristics. The present paper on the attractiveness of hosts is not itself concerned with source country characteristics and these results are not reported in detail.
In an early attempt to be more comprehensive, Root and Ahmed (1978) presented 44 economic, social, political and policy variables that had previously been identified in the literature and tested as a determinant of FDI. They then used stepwise discriminant analysis as their statistical procedure, a procedure that allows a larger number of variables to be put forward for testing than is possible using regression analysis. The opportunity to cast a wide net for potential explanators, to select within a long list of suggested variables those that are of especial significance is very appealing.
Business Opinion Surveys
Reference has already been made to publications such as the Institutional Investor and The World Competitiveness Report. The data for one third of the variables in the latter are obtained from business surveys. There are also specific survey-based studies of FDI. 4 UNCTC (1992, p. 58) observe that the survey studies 'open up some additional perspectives on location advantages'. Survey-based studies of FDI determinants report a wide range of independent variables. At the most general level they include:
• the need to expand, consolidate and protect market share in the host country (for a survey of detailed findings, see UNCTC). ' (op. cit., p. 58) . In this paper we acknowledge that account must be taken of modality factors and develop our model accordingly.
. Framework for Screening FDI Attractors
Any scan of potential attractors of FDI is unavoidably eclectic and some broad conceptual framework is needed to identify factors that are likely to influence inflows of direct foreign investment into particular countries. The broad conceptual framework which is used in this study was first outlined by J.H. Dunning as 'the eclectic paradigm of international production' and has since been refined in several publications (for the most comprehensive presentation of the paradigm see Dunning 1988 ). The paradigm is based on the recognition that no single theory can satisfactorily encompass the phenomenon of FDI. The utility of the eclectic paradigm, in our view, lies in the way in which the vast body of information about possible determinants of FDI can be formatted and presented. It is not a theory of international investment per se but a convenient framework within which specific theories and testable hypotheses can be developed.
Explanations of the international division of labour can be derived from a conceptual framework based upon the (international) disposition of factor endowments and relative costs of alternative modalities for transacting intermediate products across national boundaries. Firms that enjoy asset-based (ownership) competitive advantages must have reasons for choosing direct investment, which involves the retention of some property rights in intermediate products, in preference to 'straight' or 'unbundled' exports of such products. 5 By opting for the former mode of transaction in preference to the latter, firms substitute their own mode of organisation of exchange for that of the market. Reasons for the intra-firm internalisation of flows of intermediate goods and services pertain to various aspects of non-marketability of ownership advantages and/or market-related impediments to the contracting of unbundled intermediate products. 6 It follows that we need to identify two groups of location-specific characteristics:
• determinants of demand for imported intermediate products by different countries; and 5. These advantages must be sufficient to offset the cost of setting up and operating a foreign value-adding operation which exceed costs faced by indigenous or potential producers (Dunning 1988 ). 6. Dunning (1986) specifically investigates the importance of modality considerations ('internalisation influences') as determinants of Japanese direct investment in the United Kingdom. The preference for retention of direct control over imported intermediate products is said to be due to:
• difficulties in negotiating satisfactory prices for ownership advantages;
• the need to protect intellectual property rights;
• the need to control quality in production and distribution; and • flexibility and networking requirements in production and distribution.
• factors pertinent to the choice of the mode of supplying of these products.
Hence, the likelihood of one country becoming the recipient of FDI from another depends on the degree of (dynamic) complementarity between resource endowments of both countries-to determine the potential flow of intermediate products between them, and the presence of firm-and market-related impediments to trade to determine the modal split of the flow between FDI and other imports of intermediate products.
Our interest is only in the attractiveness of host countries and so we abstract from the characteristics of source countries, allowing us, as the first stage of the country screening procedure, to formalise the eclectic paradigm into the following Mobility-Modality Framework (MMF): between countries on the basis of the size of the nominal inflow. This is of interest in itself, and was also considered to be a necessary preliminary before considering other measures. The variable (FDIshare) captures the share of FDI in the host country's gross capital formation ('investment' as defined in the IMF 's International Financial Statistics; IMF 1992b) . This variable normalises the size of the flow for host country characteristics. It measures the importance of FDI relative to other modes of investment. Table 1 contains the set of FDI measures used in this study. 8 Second, the screening procedure involved the use of a generalised investment model to identify gravity/impedance factors that are likely to impact on all imports of intermediate products, including inward investment flows, plus those factors that determine the preference for FDI as a specific form of foreign investment (for details see Jackson & Markowski) . Table C1 in appendix C shows a selection of plausible measures which may represent each of the gravity, impedance and modality variables. The final listing of plausible determinants of FDI for subsequent statistical analysis is shown in table C2 of appendix C. Essentially, this is a more specific version of table C1. In compiling table C2, we were particularly careful to use information which is normally available to and consulted by FDI investors. Hence the majority of data are derived from IMD-WEF (1991). 9 Independent variables listed in table C2 relate to data that were available to FDI investors in 1988. We selected 1988 as a decision year and the subsequent three year period 1989-1991 as the period over which decisions made in 1988 would be implemented. In some cases, FDI investment projects, especially those involving the development of greenfield sites, take years to gestate. In many cases, though, they may have quite immediate effects. It is therefore reasonable to expect that a significant proportion of recorded FDI inflows between 1989 and 1991 are outcomes of investment decisions taken in 1988.
The specific selection of gravity and impedance (modality) variables is quite straightforward as these can be readily derived from the FDI literature. To widen the range of variables derived from this literature (almost exclusively concerned with mobility factors) we selected nine modality variables. 10 Our expectation is that all of these variables would be positively related to FDI. Two variables which measured past flows of FDI (one in dollar amounts, the other as a percentage of gross capital formation) were taken to represent modality variables for which information was not readily available. That is, we decided to use the past history of FDI flows as an indication of frictions that make foreign investors retain control 8. Various measures of growth were also investigated. However, these results are not reported in detail in this paper. 9. With one exception, all data come from published sources. For 'hard' (statistical) data we used publications of the International Monetary Fund, in particular the International Financial Statistics. The source of 'soft' (survey-based) data was IMD-WEF (1991). 10. Modality variables are more difficult to identify. As defined, they are those attributes of the host economy that induce the inflow of intermediate products in the form of FDI in contradistinction to other forms of imports and foreign investment. Subsidies and other preferments extended to FDI investors provide reasonably unambiguous modality measures. This is also the case with taxes and other government inputs that specifically discriminate between foreign direct and other investors. Other measures are far less clear cut, ie, they are likely to impact on FDI as well as other forms of foreign investment.
over their assets. FDI flows will be established where previous frictions exist, so we postulate a positive relationship between past and present flows. The extent of international (business) alliances and the acceptance of FDI inflows are also likely to affect FDI more strongly than other inflows of intermediate goods. The inclusion of border protection, English language capability, confidence in the administration of justice and the likelihood of expropriation is less clear cut. Ceteris paribus, all these factors may impact on FDI differentially. Border protection attracts the establishment of foreign subsidies behind protective walls. English language capability, greater confidence in the system of justice and smaller likelihood of expropriation reduce costs of operating in a host economy. Exchange rate instability is included on the assumption that direct production offers foreign investors more scope for the management of exchange rate risks.
. Statistical Analysis and Findings
Two types of exploratory analysis of the data were carried out by the authors. 1. Factor analysis was intended to show if the list of forty variables could be reduced to a smaller number of underlying factors to be used in subsequent analysis. For instance, was it possible that the variables such as absenteeism, strike and labour cost represented an underlying attribute such as labour market conditions? 2. Discriminant analysis was intended to test which of the variables it was necessary to include in order to be able to distinguish between countries by the level of FDI they recorded. For instance, if we can predict the level of FDI in Spain without reference to Spain's terms of trade or import growth, we can exclude these variables from further analysis.
Results of the factor analysis are reported in Jackson and Markowski (1993) . Factor analysis did not simplify the initial list of variables to the extent that it would make an appreciable difference with regard to the results of the discriminant analysis. More generally, the results confirmed the complexity of the data set and encouraged an eclectic approach to testing for the determinants. Thus, the present paper reports the results of the discriminant analysis only.
Discriminant Analysis
Discriminant analysis is a statistical technique used to identify which of a list of variables best allocate another variable into two or more categories. In our case, if the FDI data are presented so that countries can be classified into, for instance, high-inflow countries, low-inflow countries, etc., we can investigate the 40 variables that are potential explanatory variables in order to identify those that are the best predictors of the countries into their actual FDI categories. That is, the discriminating variables are those for which we require information in order to successfully predict if a country is a high or low level recipient of FDI. The technique involved is to form functions from a weighted linear combination of the potential variables such that the FDI groups are forced to be as statistically distinct as possible. The weighting coefficients in the functions can be broadly interpreted as in linear regression in that they identify the variables which contribute most to the separation of the groups. 11 As a check on the success of the discrimination, the significant variables only are used to classify the countries into FDI group. Successful classification indicates successful discrimination and successful identification of the relevant variables.
The two FDI variables described in the preceding section, are measured in dollar or percentage terms. To apply discriminant analysis to FDI flows, the quantitative data must be converted into categorical data, necessitating some loss of information. The conversion consisted of allocating countries into groups depending on whether FDI-as variously measured-was more than one standard deviation above the mean, less than one standard deviation above the mean, less than one standard deviation below the mean, and beyond one standard deviation below the mean. Table 1 shows the allocation of countries to groups. For example, in table 1 the UK and USA are in the highest group for absolute levels of FDI, Belgium, France, Germany, Netherlands and Spain are in the next highest group, and the remaining countries are in the third group. The countries with the highest proportion of investment from FDI are the UK, Belgium, Malaysia and Singapore. FDI, 1989 With FDI as the categorical variable, four discriminating variables were identified at the 10% level of significance using stepwise discriminant analysis. 12 Two functions were calculated, with the first accounting for 87% of the variance in the variables. Coefficients for the first discriminating function and F-values are given below. There is a strong autoregressive element in FDI. The single best predictor of observed levels of FDI is past levels of FDI. This result sits well with the microeconomic finding of Davidson (1980) , who found that firms continue to invest where they initially invest, and it is only as experience of overseas production accumulates that they are willing to venture to new destinations. At the country level of analysis, this implies that countries that already attract FDI are those most likely to continue to do so. This result is also consistent with what we know of flows of people-migration chains-developing between countries (Hugo 1986; Anjomani & Hariri 1992) .
Results of the Discriminant Analysis 4.2.1 The Average Level of
11. The standardised coefficients reported can be interpreted as Beta coefficients in regression analysis. The sign of the coefficient, however, does not indicate the direction of the relationship. 12. All following results are from stepwise analysis, reported at the 10% level.
The second most significant variable was the relative size of investment. Countries with low investment compared to their GDP level 'pull in' FDI. The countries with the highest levels of FDI had an average investment share in GDP of 18%, those with least FDI had an average share of 25%. In that sense, foreign capital (imported savings) compensates for low domestic savings.
The other significant variables are skill levels and the extent to which the flow of goods is unhampered by protection. Our study shows that countries that most interfere with the free flow of trade, as perceived by the international business community, record least FDI. The tariff discrimination hypothesis is thus not supported in this work. The skills variable that we have used is harder to interpret. It is not clear whether it measures cyclical labour market conditions or the quality of the labour force. The UK and the USA, which are in the highest FDI group, are both represented as having low skill levels.
The four discriminators performed well in predicting the classification. Twenty-two of the twenty-five countries (88%) are classified correctly, with the UK, Denmark and Sweden each predicted to be one group lower than they actually are. Table 2 reports the allocations to FDI country groups predicted from our analysis and the actual allocations based on 1989-1991 FDI data.
The analysis was repeated excluding cumulative FDI flows as an explanatory variable. As well as skills, tariffs and domestic investment as above, the discriminating variables included GDP levels, productivity and English language capability. The presence of GDP, the most significant of the discriminators, indicated that a large market is attractive to FDI, a result consistent with many earlier studies. Ceteris paribus, English language capability is associated with higher levels of direct production (perhaps because it makes it easier to recruit suitable line management and labour force and lowers transaction costs). (FDIshare) FDIshare is a relative measure of FDI, normalised for the total volume of investment in the host country. As with FDI, there is a strong autoregressive element in FDIshare. The most prominent discriminating variable is previous share of FDI in investment. Again it appears that high shares of FDI achieved in the past are the best explanation of present high shares of FDI in investment. Coefficients for the first function (which accounts for 88% of variance) are: Apart from the autoregressive element, significant variables are the energy and non-energy resource endowment of the host country and the level of debt, which we interpret as an indication of future tax liabilities. In addition to previous shares of FDI in investment, indebted countries with fairly rich resource endowments are the ones associated with higher shares of FDI in investment. These are countries, such as Australia, which incurred high debt levels on the strength of their resource base collateral. The second highest group of countries in terms of FDI shares are characterised by low debt, and abundant energy and natural resources. These results are strong. A comparison of the actual and predicted classification of countries reveals that 92% of countries are correctly classified. Portugal and the UK are each predicted to be in a group lower than they actually are (see table 2 ).
FDI as a Percentage of Investment
The analysis was repeated for FDIshare excluding past shares of FDI in investment. The export share of GDP and the investment share of GDP were both significant. A large export share of GDP implies a higher proportion of investment of FDI types. Labour market conditions are represented by skill levels yet again (in this case skill availability attracts a high FDI share in investment) and absenteeism. This new formulation of the model was less successful at prediction, with 80% of countries classified to the correct FDI group, compared to 92% in the original specification.
. Concluding Comments
The dominant result of the analysis is that FDI flows to where it was initially attracted. 'Them that have it, gets it', as it were. Inflows of FDI are clearly influenced by modality factors, although the specific nature of these influences is not very clear. However, a virtuous circle is created whereby more FDI engenders yet more. This results whether we look at absolute levels of FDI or at the share of FDI in investment. The pull force exerted by past inflows of FDI, may have limited policy implications in that it does not tell the policy maker what to do to attract inflows of FDI in the first place. But the importance of engendering the virtuous circle of FDI inflows should not be underestimated.
The initial attraction appears to be dependent on the relative size of domestic investment, with FDI attracted to countries where domestic investors were not themselves vigorously pursuing investment opportunities. For those countries with a greater dependence on FDI in relative terms, rich natural resource endowments are an important attribute of attractiveness. Countries that are rich in natural resources may attract relatively large inflows of FDI despite the lack of other attributes of attractiveness. This may provide an initial impetus for engendering the virtuous circle of FDI.
Outward orientation appears important in explaining the share of FDI in investment. Countries with a large share of FDI in investment are distinguished by a very large share of exports in GDP. This is not true of countries that appear most attractive if nominal flows only are considered, although in both cases freedom from restrictions on international trade contributes to attractiveness. Tariffs do not seem to attract FDI. Our analysis showed that countries characterised by high tariffs and other barriers to trade appear to be less attractive to FDI investors.
Labour costs do not appear as significant in this analysis of levels of FDI. 13 More important labour market concerns are the productivity of labour and the skill levels found in host countries. Governments have long acted as direct providers of basic educational services (skills), and it is evident that, in this respect, they have a significant role to play in attracting FDI.
Our results also show that the inclusion of modality variables in the analysis tends to shift the emphasis away from the gravity-impedance variables. Market size and growth prospects do not appear to be dominant locational advantages as perceived by FDI investors. Growth of GDP is not presented as significant in either case and the level of GDP occurs in the first case only when past experience 13. Although cost variables did seem to be important when growth of FDI was considered (not reported here but see Jackson and Markowski 1993) .
of FDI is not considered. With increased globalisation of economic activity, location in a smaller country that offers scope for successful penetration of exports markets may be more attractive than location in a larger but inward-oriented economy.
It is the modality factors, however, that are the key to better understanding of the phenomenon of direct foreign investment and further experimentation with modality factors should enhance the robustness of FDI attractor models. Our understanding of FDI flows will also be enhanced as data becomes more broadly available, for example, as data on physical measures of FDI (such as the number of foreign-owned companies in the host country) are collected on a consistent basis for large numbers of countries. Also, one would like to distinguish between direct investment activity in manufacturing as opposed to primary activities and services. Clearly, there are different factors at work when sectoral inflows of FDI are considered. Again, the lack of suitable data has not allowed us to undertake such studies. As more information is collected, further research should provide better insights into factors that determine both volumes and modality of foreign investment.
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Appendix A Examples of Dependent Variables
Host Country, i, and Source/Investing Country, j.
Dependent Variables Sources and Comments
FDI ij -foreign affiliates of country j in country i as a per cent of total foreign affiliates of country j.
EXP ij -exports of country j to country i as a per cent of total exports of country j.
Veugelers (1991)
Exports regarded as a substitute or complement to local production in serving foreign markets. Thus, both FDI ij and EXP ij are entered as measures of foreign penetration of country i by country j.
FDI ij / GNP j -the share of FDI in money terms from country j to country i in the Gross National Product of country j.
Culem (1988) GNP is introduced to control for the size of the investing country, except when the sample covers only one investing country. Generally, larger countries are expected to invest abroad more than smaller ones.
Recorded FDIs are pure financial flows. That is, they are neither equivalent to foreign financial involvement in domestic industries, nor to the growth of the net assets of foreign affiliates, nor to capital expenditure on fixed assets.
FDI t -direct investment of US firms in their foreign affiliates in the EEC during period t. Lunn (1980 Lunn ( , 1983 FDI = change in the current assets of foreign affiliates of US firms in the EEC plus change in the net fixed assets of foreign affiliates less change in their net worth and their liabilities owed to foreigners plus a randomly distributed residual.
I t -the annual increase in the book value of US direct investment (total or manufacturing only) or annual plant and equipment acquisitions by foreign affiliates. Scaperlanda & Balough (1983) I t = K it /K Tt -where K it is either total US direct investment in region i at time t or US direct investment in manufacturing only in region i at time t and K Tt is total US direct investment at time t. Schmitz & Bieri (1972) Market shares are used to emphasise shifts in the distribution of US direct investment.
Total plant and equipment expenditures by all foreign manufacturing affiliates of US corporations.
Kohllagen (1977)
A sample of 954 products originally produced in US but production introduced overseas. Davidson (1980) Used to derive entry frequencies.
Per capita inflows of non-extractive direct foreign investment.
Dependent Variables Sources and Comments
Foreign investment in US at the firm level. Ajami & Ricks (1981) Net sales of US owned affiliates-total sales minus imports from the US Lipsey & Weiss (1981) Estimated net local sales-net sales multiplied by the ratio of local sales to total sales of the affiliate. Lipsey & Weiss (1981) Number of foreign owned affiliates. Lipsey & Weiss (1981) G 2 -ratio of per cent rate of growth of GNP i to that of GNP j (+).
GNP it -GNP i,t-1 (+) Scaperlanda & Mauer (1969 , 1972 Foreign investment will take place as soon as the market is large enough to permit capturing of economies of scale.
Based on the relation between the level of aggregate demand and the stock of capital needed to satisfy this demand (incremental K-O ratio).
All measures of market size and growth give above detrended. Scaperlanda & Mauer (1972) GNP i,t-1 (lagged) (GNP t -GNP t-1 ) × 100 (+) Schmitz & Bieri (1972) Measures market size
Measures market growth
Per capita income (+) Joint ranking of above (+) Davidson (1980) Measures of market size-relates sales volume and industry concentration motives.
Per capita GDP
GDP i
Extent of urbanisation Root & Ahmed (1978) Measures of market size Large market
New market
Enhanced economic viability Ajami & Ricko (1981) Most important reasons for FDI given in a questionnaire.
Results of factor analysis.
GDP (+) Lipsey & Weiss (1981 ) Lipsey & Kravis (1982 Measure of the size of the host marketan indicator of economies of scale.
Country/ Market Relatedness
Language ij (dummy, 1 if the same language is shared between countries i and j, otherwise 0).
Neighbour ij (dummy, 1 if a common border between countries i and j, otherwise 0).
Distance ij -ticketed point mileages between the key airports of countries i and j (-).
Veugelers (1991)
Neighbour ij in contrast to Distance ij measures cross-border movements. Generally, common languages and/ or borders stimulate foreign penetration.
Distance ij -shortest distance between main ports of US or Germany to relevant countries (-for US, + for Germany for equation US exports, opposite for thirteen country explaining exports). Lipsey & Weiss (1981) Proxy for both transport and other costs such as communications. Unit labour costs in country i, ie, hourly wages corrected by hourly productivity expressed in numerative currency (-). Veugelers (1991) Found to be insignificant as between the OECD countries studied, there were no big differences in labour costs and productivity levels.
The nominal interest rate differential between the invested country i and the 'rest of the world' (ie, the average of nominal interest rates among all the countries of the sample),
The unit labour cost differential between the investing country, j, and the invested country, i, (-). Culem (1988) As recorded FDIs are pure financial flows, this variable accounts for the financial nature of recorded FDIs.
This reflects the desirability of transferring labour-intensive production activities from higher to lower wage countries.
Labour cost-wage per worker divided by output per worker. Observed wages adjusted for quality of labour (the average wage was divided by the Denison index of earnings differentials related to schooling for that country to give the quality adjusted wage); productivity was measured by real GDP divided by the quality adjusted labour force (labour force figures multiplied by the Denison index).
Lipsey & Kravis (1982)
Cost of Material Inputs (X + Im)/ GDP regressed on population and population density. The residual (ROP) is the proxy for cost of material inputs. Lipsey & Kravis (1982) Assumes the price of raw and semifinished materials will be lower the easier the access to world markets, ie, prices will be inversely related to degree of openness of the host.
Lower Indirect Costs
Gross Fixed Capital Formation in country i as a per cent of GDP i (+) Veugelers (1991) Introduced as a measure of the availability of infrastructure supporting the local production in i. However, it was found that there was insufficient variation in infrastructional density among the OECD countries studied.
Asset / Capacity Considerations
Lagged (t-1 and t-2) net fixed assets of foreign affiliates in the invested country, i (-).
Change in net fixed assets between (t-1) and (t-2), (+). Lunn (1980 , 1983 ) Stevens (1972 , 1974 .
A proxy for the adjustment of capital stocks to desired levels. Direct investment used to finance capital stock adjustments.
Types of Determinants
Variables (Expected Sign) Source / Comments Asset / Capacity Considerations cont'd
Ratio of exports to imports.
Ratio of commerce, transport and communication to a DP. Root & Ahmed (1978) Measures import capacity.
Measures extent of infrastructure provision.
Trade Policy Factors and Market Frictions
Tariff ij -average tariff rates for all industrial products between countries j and i (+).
Veugelers (1991)
The share of in per cent (year t) tariffs applied in the invested country i on (industrial) imports (+).
The lagged (t-1) share of exports from the investing country, j, to the invested country, i, in GNP j (+).
Culem (1988) A proxy for the level in tariff barriers and other distortions to free trade.
A proxy for the impact of prior exports on current FDI (eg, defence of foreign market shares, response to potential protectionist measures and other foreign government pressures, the consumer preference for domestic goods or the need to adapt products to the local market specificities.
Annual EEC share of total US exports divided by ten.
Annual EEC share of total US exports to EEC and EFTA divided by ten.
A dummy variable D = 0 if 1952 -1958 I if 1959 -1966 Schmitz & Bieri (1972 Measured as the ratio of US exports to the EEC to exports of EEC countries to each other.
A measure of product trade between US and either EEC or EEC and EFTA.
Measures the effect of the formation of the EEC. Enters the equation multiplicatively.
US manufacturing expenditures on plant and equipment (+).
Dummy variable for anticipated exchange rate changes (+). Kohlhagen (1977) An alternative to spending abroad is to spend domestically. Based on profit maximisation hypothesis.
M-US exports to the EEC divided by exports of EEC countries to other EEC countries (-).
∆ M (-) Scaperlanda & Mauer (1972) A measure for the tariff discrimination hypothesis.
The stock analogue to the above flow variable.
Dummy variable scheme (O ≤ D ≤ 1) D = one minus proportion of the original tariff rate in existence for that year (+). Scaperlanda & Balough (1983) Measures the progressive dismantlement of industrial tariffs on EEC trade. The ratio of the investing country's exports, j, to the invested country, i, to the investing country's exports to the world less the same ratio from the previous year (-). Lunn (1980 Lunn ( , 1983 A proxy to measure trade barriers between i and j, ie, affecting on exports from j to i.
Dummy variable for mandatory capital controls (-).
Lunn (1980) Kohlhagen (1977) Dummy variable scheme for mandatory capital controls (O ≤ D ≤ 1) (-) Scaperlanda & Balough (1983 ) Lunn (1983 Other Time Kohlhagen (1977) Attractive political climate
Attractive attitude to DFI in investing country
Risk avoidance
Access to technology Ajami & Ricks (1981) Results of a questionnaire, factor analysis Trend Intercept shift Multiplicative term Schmitz & Bieri (1972) Net co-operative domestic events in the investing country, j, at time t-k (-).
Net co-operative international events between the USA and the investing country, j, at t-k (+). GDP per capita in the investing country, j, at time t-k. GDP j, t-k (+) Tallman (1988) FDI inflows into the USA.
